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People . . . great people . . . they are the common thread that runs through Professional Veterinary
Products, Ltd. PVPL is proud to be affiliated with the more than 1,800 veterinarian shareholders
who own this company and the more than 5,000 practitioners who utilize our services through
shareholder clinics, practices and hospitals; the 350 manufacturer colleagues who provide the
products, equipment, and supplies; and the 285 employees who call PVPL the “best place to
work!” PVPL ranks among the largest animal health product distributors in the United States,
thanks to great people like you. We remain the only national distributor founded to preserve the
integrity of veterinarians in the distribution industry and to be owned and managed by veterinarians.
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Dear PVPL Shareholders,

Let me first say thank you to everyone who makes my
job as President & CEO a pleasure . . . . our board of
directors, shareholders, vendors, and employees. With
you on our team, we can’t help but succeed as we have

for 21 years.

This year has been focused on sustained growth and
financial solidity. I'm very proud of the actions taken
by your board of directors to ensure PVPL will be
fiscally solid in the years ahead. I'm pleased we have
returned profits to our loyal veterinarian customers. I'm
gratified to report our business is sound, and collabo-
ration with industry colleagues remains successful. |
am confident you will find this Annual Report complete
and accurate. In addition, | hope you will enjoy our
special feature on PVPLs most valuable asset - our
employees - and their furry, feathered, and “leathered”

friends.

For your review, the following pages present the goals
and strategies set by the management team and board
of directors for the 2002-2003 fiscal year, and our

progress to date.

AR Kamed <

Lionel R. Reilly, D.V.M.
President & CEOQ

Dr. Lionel Reilly




DETERMINE VISION
& DIRECTION OF COMPANY

PVPL has been presented with and taken advantage of
many opportunities 10 expand our business base in the
past several years. We felt it was time to re-visit our mis-
sion and clarify our purpose and direction. A representa-
tive group of employees and board members worked for
nearly six months to author the vision statement, mission
statement, and values statements which embody the PVPL
spirit.
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Arlynn Ho

bson-Urwin

Angela rwn

VISION STATEMENT

Professional Veterinary Products, Ltd. is

committed to becoming the largest, most

efficient, and respected distribution and
resource network in the United States.

\
Trisha Kahler }
(

Michelle Huey

MISSION STATEMENT

Professional Veterinary Products, Ltd.
provides outstanding value for our customers
and shareholders by offering products and
services to improve the health of animals.

Amy Cooper

Kerry Ryan

! Through exceptional relationships,

knowledgeable employees, and efficient
distribution systems, we strive to be our
customers’ only choice.

Cobey ten Bensel

Josh Trish

" Lyn Troxel




VALUE STATEMENTS

We focus on a future of growth and change
through innovative ideas, planning,
and continuous improvement.

We focus on strong employee, customer,
and vendor relationships by approaching
every interaction with honesty and integrity.

We focus on providing superior service
to our customers with commitment
to quality and value.

We focus on providing a caring,
family-oriented environment which
encourages our employees to grow

professionally and personally.

We focus on consistent, honest, and
responsible communication that facilitates
cooperation and accountability.

Casey “Pierce” Stevens

We focus on the responsible use
of resources to sustain
the financial viability of our company.
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Lyn Nimerichter

Steve & Denise Abts

Jason Cutler

Jean Gilmer
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Cheryl Miller

DEVELOP A
FINANCIAL STRATEGY
FOR SUSTAINED GROWTH

A part of this goal, of course, is to maintain sales and ex-
pense ratios to yield profits. The company’s 2002-2003
fiscal year, which ended July 31, 2003, was the 21st con-
secutive year of double digit growth. Total sales for PVPL
(including agency sales as well as sales from our limited
liability companies ProConn and Exact Logistics) were $334
million; an increase of 22% over the previous year. Over
1,800 shareholders purchased products in record numbers
and sales from affiliate veterinarians also increased. Mean-
while, the management team held expenses consistent with
goals.

PVPL remains the only distributor in the animal health in-
dustry to share its profits with its owner-veterinarians. For
the most recent fiscal year, over $6 million was returned to
shareholders. Since its founding, PVPL has returned more
than $45 million in profits to owners. Prior to the end of
the 2002-2003 fiscal year, shareholders were apprised of
new rebate calculation guidelines tied to how promptly they
pay their accounts. Although a difficult decision, the board
of directors felt it a necessary step to manage the delin-
quent accounts dilemma, while rewarding those sharehold-
ers who are fiscally current. The new guidelines will be
used to determine future rebates, beginning with the 2003-
2004 fiscal year.

A thrust by the board this year was to determine and attain
an optimum equity position. Several meetings with bank
executives to discuss PVPL's equity position resulted in the
establishment of a five-year plan.
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DEFINE SALES &
MARKETING BUSINESS
DIRECTION, AND
CUSTOMER

Everything we do at PVPL is in the spirit of providing unsur-
passable service to the veterinary profession. As we en-

deavor to expand our customer “landscapes,” we do so with
the integrity of the \}eterinary profession in mind. Never
satisfied with the status quo, we strive to improve on what
we are doing AND how we are doing it:

“ » Offered 25,000 products from every known manu-
facturer in our industry.

"“} Explained, tracked, and helped your clinic redeem

“premiums” on 400+ manufacturer promotions.

““P Offered inventory management training (IMPACT)
six times in Omaha, and for the first time, offered
a session at our York, PA, facility. We served over
150 shareholder clinic staff members.

‘f‘l} Expanded the number of products shipping from
our York, PA, distribution center to enhance
delivery while decreasing shipping costs.

‘@» Partnered with 186 veterinarians-of-record in
our ProConn LLC territories, setting a precedent
in the industry to keep the veterinarian as a vital
link in the chain of product usage at producers.
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Elizabeth “Bet?;’ Carter

Trish Gautier

Cathy Peters

Debbie nry

Lori Zaracki

Shawn rckett

Devin Nelson




Fric Anderson

Donna Johnston

Karen Kelliso
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DESIGN THE HUMAN
CAPITAL STRATEGY

Our Human Capital team concentrated their efforts this year
on increasing employee efficiency. As sales increased by
22%, our overall staffing level increased 8%. We shipped
58,150 more packages this past year, an increase of 11%
over the previous fiscal year. We are currently investigat-
ing tele-commuting as a viable staffing option for our valu-
able customer service employees who have years of ani-
mal health experience, yet have relocated with spouses. A
new incentive plan in our Distribution Center encourages
employees to maintain high levels of productivity and ac-
curacy in order processing.

The PVPL University is still going strong in 2002-2003.
Open 1o all employees, the University incorporates skill de-
velopment, cross-department training, and promotional
criteria. Substantial participation levels from its first full
year in operation indicated that PVPL employees are inter-
ested and committed to bettering themselves through con-
tinuing education.

As we continue to grow, maintenance of our “family-like”
culture continues to be a challenge. One new initiative,
our orientation program “Zero to 90,” pairs a new employee
with an experienced employee as buddies. The annual
Thanksgiving feed, where employees bring a potluck side
dish as the company prepares 20+ turkeys, emanates
the feeling of family as hundreds of us sit down together
for a meal. Each of our executive management members
teaches a University class in an effort to explain and per-
petuate the PVPL culture.

And just recently announced, the Greater Omaha Chamber
of Commerce recognized Professional Veterinary Products,
Ltd. as one of the top five “Best Places to Work in Omaha.”




DEVELOP AN
INFRASTRUCTURE TO
MAINTAIN GROWTH
WITHOUT COMPROMISING
SERVICE OR STANDARDS

With technology being the mainstay of any growing corpo-
ration, PVPL established an internal technology team this
past year to determine the direction and priorities for our
expansion and integration of computer hardware and soft-
ware. This team examines hardware upgrades as well as
new software to enhance service to our customers, increase
operational efficiencies, and establish measures for the
cost of doing business.

As with any growing company, our physical plant needs are
expanding. Our management team has held the line on
expansion this past fiscal year by “doing more with the same
space.”

A proposal to expand the Omaha distribution center was
delayed for two years by re-allocating space within our
existing facility. The Omaha office areas were re-config-
ured to house more employees within the same space. The
only new area developed this past year was the last re-
maining 10,000 square feet of unfinished space, now home
to a Training Center, office spaces, and Fitness Center.

Pat Beck

Nancy Laimans

Jill Holder
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Tom Nurnberger

Rob Polak ‘




Karen Henry

Grant Wells

Jill ‘Graham

Now that our Vision and Mission have been clearly identi-
fied, we're off and running — developing the strategies and
measures we’ll need as we continue our quest to become
the largest, most efficient, and respected distribution and
resource network in the United States. It’s true, we wantto
be your choice distributor when you need animal health

products.

From afghans to zebras, amoxicillin to zymox, aerosols to
vitamins, PVPL has the products, equipment, and supplies
fit for most any practitioner in the animal kingdom. That
being said, we're pleased to introduce a new promotional
theme:

SU [
~ANIMAL KINGDOM

Watch for this design in the coming months.

Plans are already in place for implementing internal proce-
dures that will take our performance “up another notch.”
One example: A new phone system will help expedite calis
more quickly to the appropriate department and an in-
creased focus on order confirmation will ensure you get
what you need, when you need it, and that your entire
order - size, quantity, color, you name it - is exactly what
you wanted.




LOOKING FOR YOUR
COMMENTS...

We’'ll be surveying our shareholders in the coming months
to ensure we’re on track with the products, programs, and
services you need and want. Please watch for these oppor-
tunities to tell us first hand what’s on your mind.

2003 PVPL

Board of Directors

I\ &>
Chairman, District 3
Dr. Chet Rawson

Secretary, District 2
Dr. Michael Davis

District 4

Dr. G.W. Buckaloo, Jr.

District 6
Dr. Buddy Ray

District 8

Dr. William Swartz

Vice Chairman, District 1
Dr. Steve Wright

Chairman Emeritus
Dr. R.C. Ebert

District 5
Dr. Tom Latta

District 7
Dr. Amy Hinton

President & CEQ
Dr. Lionel Reilly
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BUSINESS OF THE COMPANY

The Company is a leading wholesale distributor of animal health products to practicing
veterinarians. We also offer a broad array of prescription, non-prescription and sundry items to assist
veterinarians in their practice. The Company does not sell pet foods. A small quantity of feed additive type
products are sold by the Company. The Company distributes approximately 18,000 different items
including biologicals, pharmaceuticals, parasiticides, instruments and equipment. Routinely some 12,000
items are inventoried for immediate shipment. The balance of items are either drop-shipped from the
manufacturer to the customer or are special order items.

As of July 31, 2003, the Company had 1,845 shareholder veterinary clinics. These shareholders
are principally located from the Rocky Mountains to the Atlantic Seaboard with some presence in the
South. No shareholder represented more than 1% of the Company’s total revenues during the past fiscal
year and only one customer, MARKETLInk, represented more than 1% of the Company’s total revenues
during the past fiscal year. During the fiscal year ended July 31, 2003, MARKETLink represented
approximately 8.1% of the Company’s total revenues.

Due to the geographical location of the majority of its shareholders, nearly 55% of the Company’s
gross sales are related to products used for the treatment and/or prevention of diseases in food animals.
The balance of product sales are for the treatment and/or prevention of diseases in companion animals
and equine.

The Company primarily sells branded products as marketed by the major animal health
manufacturers and suppliers. The Company does not currently private label any products, but would
consider a private label product agreement if there was a decisive competitive advantage for doing such.

The Company’s business strategy is to be the leading supplier of animal health products to
veterinary clinics by offering a complete assortment of items at competitive prices which are supported by
superior levels of customer service. The Company believes that this strategy provides it with a
competitive advantage by combining the broad product selection with everyday low prices and support
from very efficient operations. The shareholder veterinary clinics are able to lower their product
acquisition costs which both increases profitability and gives them a competitive market advantage.

Value-Added Services

The Company offers its customers and suppliers a comprehensive menu of value-added
services. These services allow individual customers various selections based on their individual needs.
The Company manages a database of all transactions so that its customers may maximize their
participation in promotions frequently offered by suppliers. The customer is periodically apprised, either
by phone or mailings, of their level of participation in these promotions. This promotional tracking service
gives the customer the option to maximize their participation in a promotion which can ultimately increase
their profitability and allow them to more effectively compete in certain markets.

The Company has developed a muiti-day inventory management and purchasing techniques
seminar for its customers. This seminar is held at the Company’s headquarters. The customer is trained
to better use the Company’s resources and also be increasingly efficient in managing their product and
inventory activities.

The Company has Electronic Data Interchange (EDI) capability which provides the supplier with
product sales and movement. The supplier is able to monitor sales activities, advertising effectiveness
and market trends in an efficient manner. The Company also assists the manufacturer in the design of
effective promotions. The historical transactional database and the promotional tracking service are
unique tools to assist the manufacturer in tailoring effective promotions.

Company Subsidiaries

The Company has two direct subsidiaries; Exact Logistics, LLC and ProConn, LLC.



Exact Logistics, LLC was organized in the State of Nebraska on December 6, 2000. The limited
liability company is a single member entity and is 100% owned by the Company. The purpose of Exact
Logistics, LLC is to act as a contract logistics partner to warehouse and ship products.

ProConn, LLC was organized in the State of Nebraska on December 6, 2000. The limited liability
company is a single member entity and is 100% owned by the Company. The purpose of ProConn, LLC
is to act as a supplier of animal health products to the producer and/or consumer. ProConn, LLC was
organized in the State of Nebraska on December 6, 2000. The limited liability company is a single
member entity and is 100% owned by the Company. The purpose of ProConn, LLC is to act as a supplier
of animal health products directly to the producer and/or consumer. Producers and end users order
veterinary products directly from ProConn instead of the manufacturer or supplier and ProConn then sells
and delivers the products directly to producers and consumers. ProConn is responsible for all shipping,
billing and related services. As part of its business operations, ProConn enters into agreements with
“veterinarians of record” pursuant to which ProConn agrees to pay the “veterinarian of record” a percentage
of the sales received by ProConn from qualified purchases. The “veterinarian of record” is responsible for
providing various services to the producers and consumers, including, without limitation, conducting on-site
visits of producers' facilities; reviewing the producers’ or consumers’ data pertaining to purchases from
ProConn and maintaining compliance with all pharmaceutical-related laws, regulations and any applicable
food safety guidelines.

MARKETLink

in August 1999, the Company, American Animal Hospital Association (AAHA) and AAHA
Services Corporation (SERVCO) d/b/a MARKETLink, a wholly-owned subsidiary of AAHA (at the time),
entered into an agreement pursuant to which the Company became the logistics partner for AAHA
MARKETLInk, a buying group and distribution service provided by AAHA to its veterinary clinic members.
AAHA’'s members include over 13,000 veterinarians in 6,300 animal hospitals providing veterinary
services to companion animals. AAHA established MARKETLink based on a belief that it was possible to
improve the purchasing economics of its members’ practices by allowing members to buy animal health
products at low average prices while maintaining or exceeding the level of service obtained by existing
distributors.

Under MARKETLink, members of AAHA are able to purchase products directly from
MARKETLIink at a cost savings. Under the terms of the August 1999 Agreement, SERVCO has certain
responsibilities, including, without limitation, marketing the MARKETLink program, determining the mix,
price, sales and shipping policies and line of products, being responsible for all aspects of the credit
approval, accounts receivable and collections in connection with the sale of MARKETLInk products. The
Company’s responsibilities include, without limitation, purchasing and managing the required inventory,
paying all accounts payables and complying with other contract terms with manufacturers, suppliers or
customers relating to shipping, receiving and billing for MARKETLink products, maintaining sales and
service representatives for all in-bound and out-bound telephone sales necessary to process orders,
cross-sell alternative products, implement special promotional programs, fulfilling and shipping all orders
received via the Company’s MARKETLInk sales and service representatives or the SERVCO email order
entry system, including at the time of shipment an AAHA MARKETLink invoice in the shipment.

In June 2000, the Company purchased a 20% interest in AAHA Services Corporation (SERVCO)
d/b/a MARKETLink for $1,500,000. The remaining 80% is owned by American Animal Hospital
Association (AAHA).  Lionel L. Reilly, the Company’s CEO and President serves on the Board of
Directors of SERVCO.

Rebates to Shareholders

The Company and its shareholders are in a contractual relationship evidenced in the Company’s
Articles of Incorporation which requires that all sales of Company products to Company shareholders be
at no more than 5% over the cost of the Company as determined by a certified public accountant. Based
on this requirement, a certified public accounting firm (not the same firm who was appointed auditors of
the Company) annually makes a determination of the shareholder's product costs. This valuation of the
shareholder product costs is then divided by 95% and compared to shareholder sales including any




vendor rebates. Amounts in excess of this computation are overcharges which are then rebated back to
shareholders by credit memo. Such rebates are made on a pro rata basis to shareholders, based on the
aggregate amount of products purchased by each shareholder during the year for which the rebate is
made. Rebates are included in the Company’s financial statements and are netted against sales and
accounts receivable on the Company’s financial statements.

The Company recently modified its policies and procedures relating to the shareholder rebate in
order to address concerns regarding late payments by shareholders. Effective August 1, 2003, the
determination of the amount rebated back to shareholders by credit memo during any fiscal year will
include a review of whether the respective shareholder made timely payments to the Company and
whether there are any past due invoices as of the end of the fiscal year. The Company will determine the
shareholder's “average days to pay” which is the number of days past the due date on which the
Company receives the shareholder payment. If the average days to pay exceeds 20 days the amount of
the rebate credited back to the shareholder will be reduced accordingly to the Company’s then current
reduction percentage policy. If a shareholder has any unpaid amount which is more than 90 days past
due as of the fiscal year end no rebate will be issued to the shareholder for that fiscal year.

The Animal Health Industry

A national veterinary organization lisis over 22,000 veterinary practices in the United States.
There are some 45,000 veterinarians practicing in the various disciplines of veterinary medicine. This
survey indicated nearly 73% of the veterinarians in private clinical practice predominately specialize in
companion animal medicine.

We believe, based on industry sources, the U.S. animal health manufacturer sales of biologicals,
pharmaceuticals, insecticides and other packaged goods was over $4.3 billion for 2002. This segment of
business in which the Company participates is intended to meet the product and supply needs of the
private clinical practice. The actual Compounded Annual Growth Rate for the last 5 years has averaged
1.9% and is forecasted to remain in the 2% range for the next 5 years.

Sundry items such as collars, leashes, cages, books, aguatic supplies and equine tack are
primarily sold through retail pet supply outlets. These products typically are not purchased from veterinary
practices. The Company makes these items available; however, annual sales are very minimal.

Consolidation is a primary force reshaping the animal health industry. We believe, based on
industry sources, sales by the top ten animal health product manufacturers account for over 75% of the
U.S. market. At this time, the top five U.S. animal health product companies have a market share that
nears 60% of the total animal health business.

Livestock production continues the consolidation trend that started a number of years ago.
Agribusiness integrators continue to build larger livestock raising facilities. Improved management
systems coupled with new preventative products have resulted in an ongoing reduction in food producing
animal product sales for the past several years. There also has been a loss of market share in several
key product groups due to generic competition. The generic products generally sell for lower prices which
causes a pricing deflation in the market.

The companion animal market is experiencing considerable growth. Several new therapeutic and
preventative products have contributed to most of this increased sales volume. Nutraceuticals (nutritional
pharmaceuticals) have an increasing presence in the companion animal market. Based on industry
sources, during the past five years companion animal product sales have grown to nearly 50% of the total
U.S. market.

Operating Segments

The Company has three reportable segments: Wholesale Distribution, Logistics Services, and
Direct Customer Services. The Wholesale Distribution segment is a wholesaler of pharmaceuticals and
other veterinary related items. This segment distributes products primarily to Company shareholders
who are licensed veterinarians or business entities comprised of licensed veterinarians.



The Logistics Services segment provides logistics and distribution service operations for vendors of
animal health products. The Logistic Services segment serves its customers by consolidating, packaging
and delivering animal health products closer to the final destination, resulting in reduced freight costs and
improved delivery performance.

The Direct Customer Services segment is as a supplier of animal health products to the producer or
consumer. Animal health products are shipped to locations closer to the final destination. The segment’'s
trucking operations transport the products directly to the producer or consumer

Financial Information About Industry Segments

The sales and operating profits of each industry segment and the identifiable assets attributable
to each industry segment for each of the three years in the period ended July 31, 2003 are set forth in the
“Management’s Discussion and Analysis and Results of Operations — Operating Segments” below and in
Note 13 of Notes to Consolidated Financial Statements.

Financial Information About Geographic Areas

All of the Company’s customers are located in the United States. The Company does not export
any products outside of the United States. All of the. Company’s assets are located within the United
States.

Customers and Suppliers

Management does not consider the Company’s business to be dependent on a single customer
or a few customers, and the loss of any of our customers would not have a material adverse effect on our
results. Except for MARKETLInk, which comprised approximately 8.1% of the Company’s total revenues
during the fiscal year ended July 31, 2003, no single customer accounted for more than 5% of our fiscal
2003 revenues. The Company typically does not enter into long-term contracts with its customers. One
vendor comprised 24.7% of all of the Company’s purchases for fiscal year 2003. Two vendors comprised
20.9% and 11.9% of all of the Company’s purchases for fiscal year 2002.

Competition

Distribution of animal health products is characterized by either “ethical” or “OTC” channels of
product movement. Ethical distribution is defined as those sales of goods to licensed veterinarians for use
in their professional practice. Many of these products are prescription and must only be sold to a licensed
professional. CTC (over-the-counter) distribution is the movement of non-prescription goods to the animal
owner and the end user. Many of these products will also be purchased by the licensed veterinarian for
professional use or for resale to their client.

There are numerous ethical distribution companies operating in the same geographical regions
as the Company and competition in this distribution industry is intense. Most of the competitors generally
offer a similar range of products at prices often comparable to the Company’s. The Company seeks to
distinguish itself from its competitors by offering a higher level of customer service as weil as having its
principal customers also as its shareholders/owners. In addition to competition from other distributors, the
Company also faces existing and potentially increased competition from manufacturers and suppliers who
distribute some percentage of their products directly to veterinarians. Although the Company competes
against direct sales by manufacturers and suppliers, it is often able to compete with such direct sales by
adding new value-added services and pricing differentiation.

The role of the animal health distributor has changed dramatically during the last decade.
Successful distributors have shifted from a selling mentality to providing products and services in a
consultative environment. Declining profit margins typify current financial trends. Currently there is an
over capacity in the animal health distribution network, although there have been few animal health
distributor mergers or acquisitions. We believe the Company must continue to add value to the
distribution channel, and reduce the redundancies that exist, while removing unnecessary costs
associated with product movement.




Government Regulation and Environmental Considerations

Both state and federal government agencies regulate the manufacturing and distribution of
certain animal health products such as pharmaceuticals, vaccines, insecticides and certain controlled
substances. Our suppliers of these products are typically regulated by one or more of the following
federal agencies, the US Department of Agricuiture, the Food and Drug Administration (FDA) and the
Drug Enforcement Administration (DEA), as well as several state agencies and therefore, the Company is
subject, either directly or indirectly, to regulation by the same agencies. Several states and the Drug
Enforcement Administration require the Company to be registered or otherwise keep a current permit or
license to handle controlled substances. Manufacturers of vaccines are required by the Department of
Agriculture to comply with various storage and shipping criteria and requirements for the vaccines. To the
extent Company distributes such products, Company must comply with the same Department of
Agriculture, FDA and EPA requirements including, without limitation, the storage and shipping
requirements for vaccines.

Several State Boards of Pharmacy require the Company to be licensed in their state for the sale
of animal health products with their jurisdiction. Some states (as well as certain cities and counties)
require the Company to coliect sales taxes/use taxes on differing types of animal health products.

The Company is subject to laws governing its relationship with employees, including minimum
wage requirements, overtime, working conditions and citizenship requirements.

The Company does not manufacture, re-label or in any way alter the composition or packaging of
products. All products are distributed in compliance with the relevant rules and regulations as approved
by various State and Federal regulatory agencies. The Company'’s distribution business practices create
no or minimal impact on the environment.

Employees

As of July 31, 2003 the Company had 276 employees. We are not subject o any collective
bargaining agreements and have not experienced any work stoppages. We consider our relationship with
our employees to be good.

EXECUTIVE OFFICERS AND DIRECTORS

Set forth below is information concerning our current executive officers and their ages as of July
31, 2003.

Name Age Position
Lionel L. Reilly, D.V.M. 60 Pfesrlgifjbo%:;ft)%ifg}'ve Officer and
Neal B. Soderquist 48 Chief Financial Officer
Michael B. Davis, D.V.M. 56 Secretary and Class II Director
Chester L. Rawson, D.V.M 59 Chairman and Class | Director
Steven E. Wright, D.V.M. 54 Vice Chairman and Class Il Director
Amy Lynne Hinton, D.V.M. 40 Class | Director
G.W. Buckaloo, D.V.M. 55 Class Il Director
Tom Latta, D.V.M. 58 Class Il Director
Buddy D. Ray, D.V.M. 50 Class Il Director
William Swartz, D.V.M. 60 Class Ill Director




SELECTED FINANCIAL DATA

The historical selected financial data set forth below for the five years ended July 31, 2003 are
derived from the Company's Financial Statements included elsewhere in this report and should be read in
conjunction with those financial statements and notes thereto. The financial data for the periods ended
July 31, 20038 and July 31, 2002 is consolidated and includes accounts of Exact Logistics, LLC and
ProConn, LLC from December 6, 2000, the date the Company became the sole member of Exact
Logistics, LLC and ProConn, LLC. All amounts are in thousands except per share data. No cash
dividends were declared.

At the Year Ended July 31,
1999 2000 2001 2002 2003
(Restated) (Restated) (Restated)

For the Year:
Net sales and other

TEVENUES. ..c.cvnenacnninnannnns 120,536 176,275 197,523 239,922 298,919
Operating income............... 11 1,410 1,320 2,143 5,177
Netincome........ccoeoeevnenen. 141 547 387 1,109 3,214
Income per share:
Operating income............. 9.57 1,109.40 912.08 1,386.42 2987.10
Net Income.................... 128.52 430.55 267.58 717.14 1854.47

Common shares
outstanding used in the

calculation..................... 1,095 1,271 1,447 1,546 1,733
At Year End:
Total assetS........coceevveenennn. 28,358 59,612 50,737 68,634 84,323
Total long-term obligations..... - 6,013 5,565 5,076 7,972
6




The following table presents selected financial data for the Company for each of the quarters in
the two-year period ended July 31, 2003. The financial data for the periods ended July 31, 2003 and July
31, 2002 is consolidated and includes accounts of Exact Logistics, LLC and ProConn, LLC from
December 6, 2000, the date the Company became the sole member of Exact Logistics, LLC and
ProConn, LLC. The historical selected financial data are derived from the Company's Financial
Statements included elsewhere in this report and should be read in conjunction with those financial

statements and notes thereto. All amounts are in thousands except per share data.

Quarters Ended Year Ended
October 31,2001 . January 31, 2002 April 30, 2002 July 31, 2002 July 31, 2002
(Restated) (Restated)
Revenues.............. $ 59,153 $ 55,483 $ 63,131 $ 62,155 $ 239,922
Gross profit.......... 4,336 4,308 6,425 5,002 20,071
Operating income... 738 418 1,643 (656) 2,143
Net income........... 342 110 1,111 (454) 1,109
Net income per share $ 222.40 $ 7043 $ 717.93 $ (293.83) $ 71714
Weighted average
common shares :
outstanding........ 1,536 1,557 1,548 1,544 1,546
Quarters Ended Year Ended
October 31,2002 January 31, 2003 April 30, 2003 July 31, 2003 July 31, 2003
Revenues.............. $ 75,236 $ 68,025 $ 74,624 $ 81,034 $ 298,919
Gross profit.......... 6,723 8,107 8,887 7,194 30,911
Operating income... 301 1,730 2,601 545 5177
Net income........... 114 964 1,723 413 3,214
Net income per share $ 69.66 $ 560.45 $ 980.33 $ 22766 $ 1,854.47
Weighted average
common shares
outstanding........ 1,641 1,721 1,757 1,812 1,733

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Forward-Looking Statements

This Annual Report contains forward-iocoking statements. Forward-looking statements are
contained principally in the sections entitied "Business," and "Management's Discussion and Analysis of
Financial Condition and Results of Operations." These statements involve known and unknown risks,
uncertainties and other factors which may cause our actual results, performance or achievements to be
materially different from any future results, performances or achievements expressed or implied by the
forward-looking statements. Forward-looking statements include, but are not limited to, statements about:

» the current economic environment affecting the Company and the markets it serves;

e sources of revenues and anticipated revenues, including the contribution from the growth of
new products and markets;

estimates regarding the Company’s capital requirements and its need for additional financing;
the Company’s ability to attract customers and the market acceptance of its products;

our ability to establish relationships with suppliers of products;

plans for future products and services and for enhancements of existing products and
services.

In some cases, you can identify forward-looking statements by terms such as "may," "intend,"
"might,” "will,” "should,” "could,” "would,” “expect,” "believe,” "estimate,” "predict,” "potential," or the
negative of these terms, and similar expressions intended to identify forward-looking statements. These
statements reflect our current views with respect to future events and are based on assumptions and
subject to risks and uncertainties. Given these uncertainties, you should not place undue reliance on



these statements. We discuss many of these risks in this Annual Report in greater detail under the
heading “Business Trends and Risk Factors That May Impact Business”. Also, these statements
represent our estimates and assumptions only as of the date of this Annual Report and we undertake no
obligation to publicly update or revise these forward-looking statements.

Overview

The Company was chartered on August 2, 1982 as a Missouri corporation. Since January 1, 1983
the Company has operated from various facilities in Omaha, Nebraska. The Company shareholders
approved Amended and Restated Articles of Incorporation at the Company’s Annual Meeting held in
August, 1999 to permit the Company to become a Nebraska corporation. The Company surrendered its
Missouri charter and became a Nebraska corporation on September 22, 1999. The Company’s fiscal year
begins on August 1 and concludes on July 31 of the following year.

The Company is one of the largest distributors of animal health products to veterinarians who
practice food producing animal medicine in the United States. The Company was founded in 1982 by
veterinarians whose primary interests were “food animal” related. The changing trends of veterinary
medicine has resulted in a gradual shift toward the sale of more “companion animal” products which
accounts for nearly 45% of revenues.

_ The Company’s revenues have increased from $63.5 million in fiscal year 1995 to $299 million in
fiscal year 2003. To date, sales to non-shareholders have had a minimal impact on the Company’s net
income.

We expect the trend of increases in sales to continue as we continue to increase the number and
type of customer accounts. We will continue our strategy of supporting the food producing animal
veterinarian with a broad range of products and value-added services. However, sales in the food
producing animal sector are subject to very low margins. In view of the increasing maturity of the food
producing animal market, the Company must continue to look for future growth in the companion animal
sector.

Historically companion animal product related transactions have enjoyed higher margins than
sales of food producing animal products. However, as competition increases in the companion animal
sector it is likely that margins will begin to erode. We believe there is likely to be consolidation of the
many small privately owned veterinary clinics, which will result in an increasing number of larger
veterinary practice business units. As a result, the larger veterinary practices will have increased
purchasing leverage and will negotiate for lower product costs which will reduce margins at the
distribution level and impact Company revenue and net income.

There are two major types of transactions that affect the flow of products to the Company’s
customers. Traditional “buy/sell” transactions account for a significant majority of the Company’s
business. In this type of transaction the customer places an order with the Company, which is then
picked, packed, shipped, invoiced to the customer, followed by payment from the customer to the
Company. There are a few product lines where the Company provides all transactional activities
described above, except that the manufacturer retains title to the product. The manufacturer retains title
in accordance with the distribution agreements for these products. Within these agreements the
manufacturer determines if any promotional funds or rebates will be given to the Company. Animal health
manufacturers create and implement sales promotions for the products they manufacture for the
veterinarian. These promotions reward the veterinarian for their purchase of certain products or volume
of products. The Company submits the relevant purchase data to the manufacturer. The Company is
paid or reimbursed by the manufacturer, and the veterinarian receives value pursuant to the terms of the
promotion. The "consignment” transactions account for approximately six percent (6%) of the Company's
business. The Company inventories these products for the manufacturer but does not pay the
manufacturer until the product is sold to the customer and reported to the manufacturer. The Company is
responsible for maintaining insurance on the products but the value of the product is not included in the
inventory for accounting purposes.




A second transaction model used by the Company is termed the “agency agreement”. Under this
approach, the Company receives orders for products from its customer. The Company transmits the order
to the manufacturer who then picks, packs, ships, invoices and collects payment from the customer. The
Company receives a commission payment for soliciting the order as well as other customer service
activities. The Company’s operating expenses associated with this type of sale may be lower than the
traditional buy/sell transaction. Agency selling allows the manufacturer and the Company to immediately
react to market conditions. This arrangement allows the manufacturer to establish and standardize price
of its products in the market. This current information often is used by the Company and the various
manufacturers to develop data based marketing programs.

The mode of selling products to veterinarians is dictated by the manufacturer. Recently, there has
been a slight shift away from agency agreements in favor or the traditional buy/sell transactional business
model.

Product returns from our customers and to our suppliers occur in the ordinary course of business.
The Company extends to its customers the same return of goods policies as extended to the Company by
the various manufacturers. The Company does not believe its operations will be adversely impacted due
to the return of products. Product returns have a minimum impact on the Company’s performance.
Results of Operations

The following discussion is based on the historical results. of operations for fiscal 2003, 2002 and
2001.

Summary Consolidated Results of Operations Table

July 31, 2003 July 31, 2002 ~July 31, 2001
(Restated)
(in thousands)
Net sales and other revenue $ 298,918 $ 239,922 $ 197,523
Cost of sales 268,008 219,851 181,660
Gross profit 30,911 20,071 15,863
Operating, general and 25,734 17,928 14,543
administrative expenses
Operating income 5177 2,143 1,320
Interest expense, net (308) (373) (502)
Other income (expense) ) 119 (22) (124)
Income before taxes 4,988 1,748 694
Income tax expense 1,774 639 307
Net income 3,214 1,109 387

Fiscal 2003 Compared to Fiscal 2002:

Net sales and other revenue for the fiscal year ending July 31, 2003 increased by 24.6% or $59
million. Net sales and other revenue for the 2003 fiscal year totaled $298.9 million compared to $233.9
million for the previous fiscal year. The growth was principally attributable to increased sales to existing
customers of $39.1 million and to new customers of $19.9 million.

Gross profit consists of net sales minus cost of sales before operating expenses and taxes are
deducted. Gross profit increased by $10.8 million to $30.9 million compared to $20.1 million for the
previous fiscal year. This increase was primarily due to the increase in revenue plus a reduction in
outbound freight costs. Gross profit as a percentage of total revenue was 10.3% for fiscal 2003
compared to 8.4% for fiscal 2002.




Operating, general and administrative expense consists mainly of payroll, warehouse operating
supplies, insurance, professional fees and other general corporate expenses. Operating, general and
administrative expenses increased by $7.8 million to $25.7 million for fiscal year 2003 compared to $17.9
million for the previous year. This increase was primarily due to support the increase in revenue plus
expenses associated with the additions of the York Pennsylvania warehouse and ProConn LLC. Such
operating, general and administrative expenses as a percentage of total revenue for fiscal 2003 was 8.6%
vs. 7.5% for fiscal 2002.

Operating income increased by $3.1 million to $5.2 million for fiscal year 2003 compared to $2.1
million for the previous year. This increase is primarily attributable to the increase in gross profit less the
increase in operating, general and administrative expenses.

Company's other income (expense) was $189 thousand (expense) for fiscal year 2003 as
compared to $395 thousand (expense) for the previous year. In addition, interest income for the period
ending July 31, 2003 increased to $767 thousand as compared to $477 thousand for the same period of
the previous year, an increase of $290 thousand. The increase was due to an increase in the finance
charged on past due accounts receivable. The increased income was partially offset by interest expense
of $1.1 million which was due principaily on outstanding debt.

Company’s other income (expense) was $189 thousand (expense) for fiscal year 2003 as
compared to $395 thousand (expense) for the previous year. In addition, interest income for the period
ending July 31, 2003 increased to $767 thousand as compared to $477 thousand for the same period of
the previous year, an increase of $290 thousand. The increase was due to an increase in the finance
charged on past due accounts receivable. The increased income was partially offset by interest expense
of $1.1 million which was due principally on outstanding debt.

Fiscal 2002 Compared to Fiscal 2001:

Net sales and other revenue for the fiscal year ending July 31, 2002 increased by 21.5% or $42.4
million. Net sales and other revenue for the 2002 fiscal year totaled $239.9 million compared to $197.5
million for the previous fiscal year. The growth was principally attributable to increased sales to existing
customers of $27.1 million and to new customers of $15.3 million.

Gross profit increased by $4.2 million to $20.1 million compared to $15.9 million for the previous
fiscal year. This increase was primarily due to the increase in revenue. Gross profit as a percentage of
total revenue was 8.4% for fiscal 2002 compared to 8.0% for fiscal 2001.

Operating, general and administrative expenses increased by $3.4 million to $17.9 million for
fiscal year 2002 compared to $14.5 million for the previous year. This increase was primarily due to
support the increase in revenue. Such operating, general and administrative expenses as a percentage
of total revenue for fiscal 2002 was 7.4% vs. 7.4% for fiscal 2001.

Operating income increased by $823 thousand to $2.1 million for fiscal year 2002 compared to
$1.3 million for the previous year. This increase is primarily attributable to the increase in gross profit as a
percentage of total revenue while maintaining the percentage of operating, general and administrative
expenses.

Company's other income (expense) was $395 thousand (expense) for fiscal year 2002 as
compared to $526 thousand {expense) for the previous year. In addition, interest expense for the period
ending July 31, 2003 decreased to $850 thousand as compared to $1.0 million for the same period of the
previous year - a decrease of $156 thousand. The reduction was due to a decrease in the interest rate
charged on the Company's revolving line of credit.

Fiscal 2001 Compared to Fiscal 2000:

Net sales and other revenue for the fiscal year ending July 31, 2001 increased by 12.1% or $21.2
million. Net sales and other revenue for the 2001 fiscal year totaled $197.5 million compared to $176.3
million for the previous fiscal year. The growth was principally attributable to increased sales to existing

10




customers of $13.6 million and to new customers of $7.6 million. During the year the number of total
shareholders increased by 153 veterinary practices. On July 31, 2001 there were 1,534 shareholders of
the Company.

Gross profit increased by $1.6 million to $15.9 million compared to $14.3 million for the previous
fiscal year. This increase was primarily due to the increase in revenue. Gross profit as a percentage of
total revenue was 8.0% for fiscal 2001 compared to 8.1% for fiscal 2000. This decrease in percentage
was primarily due to higher freight costs.

Operating, general and administrative expenses increased by $1.6 million to $14.5 million for
fiscal year 2001 compared to $12.9 million for the previous year. This increase was primarily due to
support the increase in revenue. Such operating, general and administrative expenses as a percentage
of total revenue for fiscal 2001 was 7.4% vs. 7.3% ftor fiscal 2000.

Operating income decreased by $90 thousand to $1.3 million for fiscal year 2001 compared to
$1.4 million for the previous year. This decrease is primarily attributable to the decrease in gross profit as
a percentage of total revenue while also decreasing the percentage of operating, general and
administrative expenses.

Company's other income (expense) was $626 thousand {expense) for fiscal year 2001 as
compared to $542 thousand (expense) for the previous year. In addition, interest expense for the period
ending July 31, 2001 increased to $1.0 million as compared to $862 thousand for the same period of the
previous year - an increase of $144 thousand. The increase was due to increased borrowing on the
Company's revolving line of credit. These increased expenses were partially offset by an increase in
interest income of $131 thousand which was due principally to a greater amount of monthly finance
charges on past due accounts receivable balances.

The Company's contractual obligations (in thousands) at July 31, 2003 mature as follows:

YEARS
Under 1 Over1to3 Over3to5 After 5 Total
(in thousands)

Loans payable to banks.......... $ 9,765 $ - $ - $ - $ 9,765
Capital lease

commitments.................... 123 194 - - 317
Operating lease

commitments .............. 804 1,786 4 - 2,594

Long-term debt (including

current portion)................... 1,240 3,807 3,971 - 9,018

Total contractual

obligations...............c........ $ 11,932 $ 5787 $ 3,975 3 a $ 21694

In addition, the Company’s Articles of Incorporation require the Company to repurchase stock within
ninety (90) days of receiving written nctice from a shareholder requesting redemption of their stock. The
redemption amount is the original purchase price of the stock paid by the shareholder. The Company was
contingently liable for $5.3 million as of July 31, 2003.

Operating Segments

The Company has three reportable segments: Wholesale Distribution, Logistics Services, and
Direct Customer Services. The Wholesale Distribution segment is a wholesaler of pharmaceuticals and
other veterinary related items. This segment distributes products primarily to Company shareholders,
who are licensed veterinarians or business entities comprised of licensed veterinarians.

The Logistics Services segment provides logistics and distribution service operations for vendors of
animal health products. The Logistic Services segment serves its customers by consolidating, packaging
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and delivering animal health products closer to the final destination, resulting in reduced freight costs and
improved delivery performance.

The Direct Customer Services segment is a supplier of animal health products to the producer or
consumer. Animal health products are shipped to locations closer to the final destination. The segment’s
trucking operations transport the products directly to the producer or consumer.

The Company’s reportable segments are strategic business units that serve different types of
customers in the animal health industry. The separate financial information of each segment is presented
consistent with the way results are regularly evaluated by the chief operating decision maker in deciding
how to allocate resources and in assessing performance. Previously, the Company disclosed one
reportable segment. The following table summarizes the Company’s operations by business segment:

Year Ended
July 31, 2003 July 31, 2002
(in thousands)
NET SALES
Wholesale Distribution $297,007 239,778
Logistics Services 2,076 2,578
Direct Customer Services 24,223 954
Eliminations (24,387) (3,388)
Consolidated Total 298,919 239,922
COST OF SALES
Wholesale Distribution 269,582 219,841
Logistics Services 1,955 2,542
Direct Customer Services 20,842 882
Eliminations (24,371) (3,414)
Consolidated Total 268,008 : 219,851

OPERATING, GENERAL AND
ADMINISTRATIVE EXPENSES

Wholesale Distribution 22,245 17,794
Logistics Services 1 1
Direct Customer Services 3,488 133
Eliminations - -
Consolidated Total 25,734 17,928

Operating Segments: Fiscal 2003 Compared to Fiscal 2002

Wholesale Distribution

Net sales and other revenue for the fiscal year ending July 31, 2003 increased by 23.9% or $57.2
million. Net sales and other revenue for the 2003 fiscal year totaled $297 million compared to $239.8
million for the previous fiscal year.

Gross profit increased by $7.5 million to $27.4 million compared to $19.9 million for the previous
fiscal year. This increase was primarily due to the increase in revenue plus a reduction in outbound
freight costs. Gross profit as a percentage of total revenue was 9.2% for fiscal 2003 compared to 8.3%
for fiscal 2002.

Operating, general and administrative expenses increased by $4.4 million to $22.2 million for
fiscal year 2003 compared to $17.8 million for the previous year. This increase was primarily due to
support the increase in revenue plus expenses associated with the addition of the York Pennsylvania
warehouse. Such operating, general and administrative expenses as a percentage of total revenue for
fiscal 2003 was 7.5% vs. 7.4% for fiscal 2002.

Operating income increased by $3.1 million to $5.2 million for fiscal year 2003 compared to $2.1

million for the previous year. This increase is primarily attributable to the increase in gross profit less the
increase in operating, general and administrative expenses.
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Logistics Services

Net sales and other revenue for the fiscal year ending July 31, 2003 decreased by 19.5% or $502
thousand. Net sales and other revenue for the 2003 fiscal year totaled $2.1 million compared to $2.6
million for the previous fiscal year.

Gross profit increased by $84 thousand to $121 thousand compared to $36 thousand for the
previous fiscal year. Gross profit as a percentage of total revenue was 5.8% for fiscal 2003 compared to
1.4% for fiscal 2002.

Operating, general and administrative expenses did not change for fiscal year 2003 compared to
the previous year. Such operating, general and administrative expenses as a percentage of total revenue
for fiscal 2003 was less than .1% fiscal 2002 was also less than .1%.

Operating income incréased by $85 thousand to $120 thousand for fiscal year 2003 compared to
$35 thousand for the previous year. This increase is primarily attributable to the increase in gross profit.

Direct Customer Services

Net sales and other revenue for the fiscal year ending July 31, 2003 increased by 2,538% or
$23.3 million. Net sales and other revenue for the 2003 fiscal year totaled $24.2 million compared to
$954 thousand for the previous fiscal year. This increase is due to twelve months of operations in fiscal
year ending July 31, 2003 compared to one month of operation in the previous year.

Gross profit increased by $3.3 million to $3.4 million compared to $72 thousand for the previous
fiscal year. This increase was primarily due to the increase in revenue. Gross profit as a percentage of
total revenue was 14.0% for fiscal 2003 compared to 7.6% for fiscal 2002.

Operating, general and administrative expenses increased by $3.4 million to $3.5 million for fiscal
year 2003 compared to $133 thousand for the previous year. This increase was primarily due to support
the increase in revenue. Such operating, general and administrative expenses as a percentage of total
revenue for fiscal 2003 was 14.4% vs. 14.0% for fiscal 2002.

Operating income (loss) increased by $47 thousand (loss) to $108 thousand (loss) for fiscal year
2003 compared to $61 thousand (loss) for the previous year.

Seasonality in Operating Results

The Company's quarterly sales and operating results have varied significantly in the past and will
likely continue to do so in the future. Historically, the Company’s sales are seasonal with peak sales in
the spring and fall. The cyclical nature is directly tied to the significant amount of business the Company
does in the livestock sector. Product use cycles are directly related to certain medical procedures
performed by veterinarians on livestock during the spring and fall.

In the last few years the Company has been selling more companion animal related products.
These products tend to have a different seasonal nature which minimally overlaps the livestock business
cycles. The net result is a reduction of the cyclical seasonal nature of the business. Minimizing the
cyclical nature of the Company’s business has allowed for more efficient utilization of all resources.

Liquidity and Capital Resources

The Company expends capital primarily to fund day-to-day operations and expand those
operations to accommodate sales growth. It is necessary for the Company to expend necessary funds to
maintain significant inventory levels in order to fulfill its commitment to its customers. However between
March 2002 and June 2003, the Company expended significant funds on various capital expenditures.
On March 15, 2002, the Company signed a lease agreement in March 2002 with Kinsley Equities I
Limited Partnership for 70,000 square feet of warehouse space in York, Pennsylvania. The initial term of
the lease is five years. The Company uses this facility to ship products to its customers in that
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geographical area of the United States. In June 2003, the Company exercised an option to lease
additional 17,500 square feet of space in the York facility for a total of 87,500 square feet of leased space
in York, Pennsylvania.

In October 2002, the Company purchased 10 acres of land adjacent to the current corporate
facility in Omaha, Nebraska for approximately $808,000 in order to provide the Company with land
available for future expansion of its Omaha facility. In addition to the purchase of the additional 10 acres in
Omaha, Nebraska, the Company made significant capital investments in equipment and furniture, including
the purchase of office furniture, computer software, warehouse and computer equipment. The Company
purchased some of the equipment in February 2003 by using a capital lease in the amount of $343,075,
with interest at 4.58% and monthly payments of $10,218 through February 2006.

Historically, the Company has financed its cash requirements primarily from short term bank
borrowings and cash from operations. At the year end, July 31, 2003, there were no additional material
commitments for capital expenditures.

In May 2003, the Company and U.S. Bank mutually agreed to amend and restate the Company’s
Revolving Credit Agreement with U.S. Bank dated December 1, 2001 in its entirety and to establish a
revolving line of credit facility and a term loan facility and to add the Company’s subsidiaries, ProConn,
LLC and Exact Logistics, LLC as borrowers. As part of this amendment and restatement, the Company,
ProConn, Exact Logistics and US. Bank entered into an Amended and Restated Loan Agreement dated
May 12, 2003 and the Company converted $4,000,000 of the Company’s then current obligations under
the original Revolving Credit Agreement into a term loan. The Company, ProConn, Exact Logistics and
U.S. Bank entered into a Term Promissory Note dated May 12, 2003 in the amount of $4,000,000 which
accrues interest at a fixed rate of 5.77% per annum. The Company, ProConn and Exact Logistics are
jointly and severally liable for the obligations under the Term Promissory Note. The Term Promissory
Note matures June 1, 2008. The payment terms for the Term Promissory Note provide that the Company
make interest payments of $614.11 per day from May 12, 2003 through May 31, 2003. Thereafter, the
Term Promissory Note is payable in 59 installments of principal and interest in the amount of $76,904.14
which are payable monthly through May 1, 2008. As of June 1, 2008, all unpaid principal and interest will
be due. The Company may not prepay the Term Promissory Note without the prior written consent of
U.S. Bank and the payment of a prepayment fee based on the net present value of the amount of
principal to be prepaid. As of July 31, 2003, the Company had $3,954,510 outstanding on the Term
Promissory Note.

Under the Amended and Restated Loan Agreement, U.S. Bank agreed to loan the Company up
to $17,500,000 through a revolving line of credit which is evidenced by a Revolving Promissory Note
dated May 12, 2003 for $17,500,000 between U.S. Bank, the Company, ProConn and Exact Logistics.
The Company, ProConn and Exact Logistics are jointly and severally liable for the obligations under the
Revolving Promissory Note. The Revolving Promissory Note matures on an annual basis, but is
renewable by its terms annually on December 1st of each year. The maximum amount which can be
borrowed thereunder is $17,500,000. The actual principal amount outstanding varies as the Company
borrows and repays its obligations throughout the term of the loan. Advances made under the Revolving
Promissory Note accrue interest at a variable rate equal to the U.S. Bank reference rate plus 2.70% (the
LIBOR Rate). As of July 31, 2003, the variable interest rate at which the Revolving Promissory Note
accrued interest was 3.82% and the Company had $9,764,792 outstanding thereunder.

Both the Term Promissory Note and the Revolving Promissory Note are secured by a first and
second mortgage held by US Bank on the Company’s Omaha facility as well as a first security interest on
all accounts receivable, inventory, chattel paper, equipment, instruments, investment property, deposit
accounts, documents, letter of credit rights, fixtures, all personal property and general intangibles. The
Amended and Restated Loan Agreement imposes a number of conditions which must be met by the
Company, ProConn and Exact Logistics on an on-going basis prior to the U.S. Bank’s disbursement of
loan funds under the Revolving Promissory Note, including, without limitation providing the Bank with
annual audited financial statements and monthly interim financial statements. Failure to comply with
these conditions will result in a default under the Amended and Restated Loan Agreement, Revolving
Promissory Note and Term Promissory Note which permits U.S. Bank to accelerate the payment of the
outstanding principal and accrued interest under both notes.
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Net cash consumed by operating activities of $5.7 million in fiscal year ending July 2000 was
primarily attributable to increases of $10.2 million in accounts receivable and $15.8 million in inventories.
These were partially offset by an increase of $19.1 million in accounts payable. For the fiscal year ending
July 2001, net cash provided by operating activities of $5.3 million was primarily attributable to decreases
of $2.4 million in accounts receivable and $6.1 million in inventories. These were partially offset by a
decrease of $4.8 million in accounts payable. For the fiscal year ending July 2002, net cash provided by
operating activities of $219 thousand was primarily attributable to increases of $1.4 million in accounts
receivable and $14.6 million in inventories. These were partially offset by an increase of $13.2 million in
accounts payable. For the fiscal year ending July 2003, net cash consumed by operating activities of
$1.9 million was primarily attributable to increases of $7.2 million in accounts receivable and $1.8 million
in inventories. These were partially offset by an increase of $1.5 million in accounts payable.

Net cash consumed by investing activities of $6.7 million in fiscal year ending July 2000 was
primarily attributable to investments in property, including the construction of our new building, and
investments in equipment, such as the purchase of office and warehouse equipment for use in the new
building. Net cash consumed by investing activities of $287 thousand in fiscal year ending July 2001 was
primarily attributable to investments in equipment, including the purchase of office, warehouse and
computer equipment. Net cash consumed by investing activities of $1.8 million in fiscal year ending July
2002 was primarily attributable to investments in equipment, including the purchase of office, warehouse
and computer equipment. Net cash consumed by investing activities of $2.5 million in fiscal year ending
July 2003 was primarily attributable to investments in equipment, including the purchase of office,
warehouse and computer equipment.

Net cash provided by financing activities of $11.3 million in the fiscal year ending July 2000 was
primarily attributable to increases of $10.2 million in net loan proceeds and $641 thousand from net
proceeds from issuance of common stock. In the fiscal year ending July 2001, net cash consumed by
financing activities of $4.3 million was primarily attributable to a decrease of $4.3 million in outstanding
debt obligations, and bank overdraft of $399 thousand, an increase of $422 thousand from net proceeds
from issuance of common stock. In the fiscal year ending July 2002, net cash provided by financing
activities of $2.3 million was primarily attributable to an increase of $2.2 million in net loan proceeds, and
$133 thousand from net proceeds from issuance of common stock. In the fiscal year ending July 2003,
net cash provided by financing activities of $7.4 million was primarily attributable to an increase of $6.3
million in net loan proceeds, and $797 thousand from net proceeds from issuance of common stock.

CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

On March 20, 2002, Marvin E. Jewell & Co., P.C. resigned as the Company's independent
auditor. This action was approved by the Company's Audit Committee. During its tenure, Marvin E.
Jewell & Co., P.C. did not issue a report an the Company's financial statements that either contained an
adverse opinion or disclaimer of opinion, or was qualified or modified as to uncertainty, audit scope or
accounting principles. There were no disagreements with Marvin E. Jewell & Co., P.C. on any matter of
accounting principles or practices, financial statement disclosure, or auditing scope or procedure which
disagreements, if not resolved to the satisfaction of Marvin E. Jewell & Co., P.C., would have caused
Marvin E. Jewell & Co., P.C. to make reference to the subject matter of the disagreement in connection
with their report.

Effective March 20, 2002, Quick & McFarlin, P.C. was retained as independent auditor of the
Company for the fiscal year ending July 31, 2003, and Quick & McFarlin, P.C. accepted the appointment.
Prior to the engagement, the Company did not consult with Quick & McFarlin, P.C. regarding any of the
matters or events set forth in ltem 304 (a)(2)(i) or (ii) of Regulation S-K.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The Company is exposed to market risks primarily from changes in U.S. interest rates. The
Company does not engage in financial transactions for trading or speculative purposes.
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The interest payable on the Company’s revolving line of credit is based on variable interest rates
and is therefore affected by changes in market interest rates. If interest rates on variable rate debt rose
0.31 percentage points (a 10% change from the interest rate as of July 31, 2003), assuming no change in
the Company’s outstanding balance under the line of credit (approximately $ 9.8 million as of July 31,
2003), the Company’s annualized income before taxes and cash flows from operating activities would
decline by approximately $30 thousand.

in May 2003, the Company and U.S. Bank mutually agreed to amend and restate the Company’s
Revolving Credit Agreement with U.S. Bank dated December 1, 2001 in its entirety and to establish a
revolving line of credit facility and a term loan facility and to add the Company’s subsidiaries, ProConn,
LLC and Exact Logistics, LLC as borrowers. As part of this amendment and restatement, the Company,
ProConn, Exact Logistics and US. Bank entered into an Amended and Restated Loan Agreement dated
May 12, 2003 and the Company converted $4,000,000 of the Company’s then current obligations under
the original Revolving Credit Agreement into a term loan. The Company, ProConn, Exact Logistics and
U.S. Bank entered into a Term Promissory Note dated May 12, 2003 in the amount of $4,000,000 which
accrues interest at a fixed rate of 5.77% per annum. The Company, ProConn and Exact Logistics are
jointly and severally liable for the obligations under the Term Promissory Note. The Term Promissory
Note matures June 1, 2008. The payment terms for the Term Promissory Note provide that the Company
make interest payments of $614.11 per day from May 12, 2003 through May 31, 2003. Thereafter, the
Term Promissory Note is payable in 59 installments of principal and interest in the amount of $76,904.14
which are payable monthly through May 1, 2008. As of June 1, 2008, all unpaid principal and interest will
be due. The Company may not prepay the Term Promissory Note without the prior written consent of
U.S. Bank and the payment of a prepayment fee based on the net present value of the amount of
principal to be prepaid. As of July 31, 2003, the Company had $3,954,510 outstanding on the Term
Promissory Note.

Under the Amended and Restated Loan Agreement, U.S. Bank agreed to loan the Company up
to $17,500,000 through a revolving line of credit which is evidenced by a Revolving Promissory Note
dated May 12, 2003 for $17,500,000 between U.S. Bank, the Company, ProConn and Exact Logistics.
The Company, ProConn and Exact Logistics are jointly and severally liable for the obligations under the
Revolving Promissory Note. The Revolving Promissory Note matures on an annual basis, but is
renewable by its terms annually on December 1st of each year. The maximum amount which can be
borrowed thereunder is $17,500,000. The actual principal amount outstanding varies as the Company
borrows and repays its obligations throughout the term of the loan. Advances made under the Revolving
Promissory Note accrue interest at a variable rate equal to the U.S. Bank reference rate (the LIBOR Rate)
plus 2.70%. As of July 31, 2003, the variable interest rate at which the Revolving Promissory Note
accrued interest was 3.82% and the Company had $9,764,792 outstanding thereunder.

Both the Term Promissory Note and the Revolving Promissory Note are secured by a first and
second mortgage held by U.S. Bank on the Company’s Omaha facility as well as a first security interest
on all accounts receivable, inventory, chattel paper, equipment, instruments, investment property, deposit
accounts, documents, letter of credit rights, fixtures, all personal property and general intangibles.

In December 1999, U.S. Bank loaned the Company $1,400,000 to finance the Company’s
purchase of warehouse equipment and office furniture used to furnish the Omaha facility. The loan is
evidenced by a Promissory Note dated December 15, 1999. The note matures January 1, 2005 and
accrues interest at a fixed rate of 8.66% per annum The payment terms provide that the Company pay
the loan in 60 monthly payments of $29,032.29. As of July 31, 2003, the Company had $486,890
outstanding under this note. ’

MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

There is no established public trading market for the Company's common stock. Ownership of
the Company's stock is limited to licensed, practicing veterinarians (or businesses comprised of
veterinarians such as a partnership or corporation). Each veterinarian shareholder is limited to ownership
of one share of stock, which is purchased at the fixed price of $3,000. The share of stock may not be
sold or transferred, except back to the Company at the same $3,000 price. On July 31, 2003, there were
1,845 record holders of the Company's common stock.
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The Company has never declared or paid any cash dividends on the common stock. The
Company intends to retain any future earnings for funding growth of the Company's business and
therefore does not currently anticipate paying cash dividends in the foreseeable future.

On October 19, 1999 the registration statement (Registration No. 333-86629) for the initial public
offering of our common stock became effective. The Company registered 500 shares of common stock
with an aggregate offering price of $1,500,000 pursuant to this registration statement. On November 8,
2001, the Company filed another registration statement (Registration No. 333-72962) for the public
offering of an additional 500 shares of common stock, in addition to the 114 shares previously registered
under Registration No. 333-86629 that remain unsold. The Company’s current combined offering is for
614 shares of common stock for an aggregate offering price of $1,842,000. Through July 31, 2003, 338
shares of common stock have been sold for an aggregate offering price of $1,014,000.

The amount of expenses incurred in connection with the issuance and distribution of our common
stock increased by approximately $91,000 to $217,792, including the additional SEC registration fee, Blue
Sky filing fees and expenses, printing expenses, legal fees, and miscellaneous expenses. None of these
expenses represented a direct or indirect payment to directors, officers, persons owning 10% or more of
any class of our common stock.

The net offering proceeds to the Company after deducting the total expenses are $796,208 as of
July 31, 2003.
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Independent Auditor’s Report

To the Board of Directors and Stockholders
Professional Veterinary Products, Ltd.
Omaha, Nebraska

We have audited the accompanying consolidated balance sheets of Professional Veterinary
Products, Ltd. and subsidiaries as of July 31, 2003 and 2002, and the related consolidated
statements of income, stockholders’ equity, and cash flows for the three years ended July 31,
2003. These financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

in our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of Professional Veterinary Products, Ltd. and subsidiaries
as of July 31, 2008 and 2002, and the results of their operations and their cash flows for the three
years ended July 31, 2003, in conformity with accounting principies generally accepted in the
United States of America.

As discussed in Note 14 to the financial statements, the consolidated financial statements for
the period ended July 31, 2001 have been restated for the change in accounting for the
investment in an affiliate, for stock subscriptions receivable, and for certain reclassifications
relating to sales promotion revenue.

/s/ Quick & McFarlin, P.C.
Quick & McFarlin, P.C.

Omaha, Nebraska
October 15, 2003
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PROFESSIONAL VETERINARY PRODUCTS, LTD. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
July 31, 2003 and 2002
(in thousands, except share data)

July 31, July 31,
2003 2002
ASSETS
CURRENT ASSETS
Cash $ 4,346 $ 1,324
Accounts receivable, less allowance for doubtful accounts
of $760 and $353, respectively 22,718 16,817
Accounts receivable, related party 4,133 2,875
Inventory 38,817 36,991
Deferred tax asset 264 146
Other current assets 489 36
Total current assets 70,767 58,189
NET PROPERTY AND EQUIPMENT 10,298 8,719
OTHER ASSETS
Intangible assets, less accumulated amortization
of $10 and $83, respectively 15 168
Intangible retirement asset 1,334 -
Investment in unconsolidated affiliates 1,583 1,491
Other assets 326 67
Total other assets 3,258 1,726
TOTAL ASSETS $ 84,323 $ 68,634
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES
Notes payable, bank $ 9,765 $ 6,897
Current portion of long-term debt and capital lease obligation 1,363 496
Accounts payable 46,154 44,007
Accounts payable, related parties 1,022 1,680
Other current liabilities 4,897 2,583
Total current liabilities 63,201 55,663
LONG-TERM LIABILITIES
Long-term debt and capital lease obligation, less current portion 7,972 5,076
Accrued retirement benefits, less current portion 1,334 -
Deferred tax liability 253 343
Total long-term liabilities 9,559 5,419
TOTAL LIABILITIES 72,760 61,082
STOCKHOLDERS' EQUITY
Common stock of $1 par value, authorized 30,000 shares;
issued 1,845 and 1,544 shares, respectively 2 2
Additional paid-in capital 5,344 4,547
Retained earnings 6,217 3,003
Total stockholders' equity 11,563 7,552
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 84,323 $ 68,634

The accompanying notes are an integral part of these financial statements.
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PROFESSIONAL VETERINARY PRODUCTS, LTD. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME
Years Ended July 31, 2003, 2002 and 2001 (Restated)
(in thousands, except per share amounts)

(Restated)
July 31, July 31, July 31,
2003 2002 2001
NET SALES AND OTHER REVENUE (including
net revenue from related parties $27,325,
$17,782 and $11,721, respectively) $ 298,919 $ 239,922 $ 197,523
COST OF SALES (including purchases from
related parties of $14,908, $14,890 and $10,518,
respectively) 268,008 219,851 181,660
Gross Prolfit 30,911 20,071 15,863
OPERATING, GENERAL AND
ADMINISTRATIVE EXPENSES 25,734 17,928 14,543
Operating income 5,177 2,143 1,320
OTHER INCOME (EXPENSE)
Interest income 767 477 504
Interest expense (1,075) (850) (1,006)
Equity in earnings of unconsolidated affiliate 92 (22) (121)
Other 27 - (3)
' (189) (395) (6286)
Income before taxes 4,988 1,748 694
Income tax expense 1,774 639 307
NET INCOME $ 3,214 $ 1,109 3 387
EARNINGS PER COMMON SHARE $ 1,854.47 $ 717.14 $ 267.58
Weighted average common shares outstanding 1,733 1,546 1,447

The accompanying notes are an integral part of these financial statements.
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PROFESSIONAL VETERINARY PRODUCTS, LTD. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDER(S) EQUITY
Years Ended July 31, 2003, 2002 And 2001 (Restated)

(in thousands, except common shares issued)

Common Additional

Shares Common Paid-in Retained

Issued Stock Capital Earnings _ Total
BALANCE AT JULY 31, 2000 (restated) 1,381 $ 1 % 3993 $ 1507 §$ 5501
Issuance of stock 172 1 515 - 516
Redemption of stock (19) - (57) - (57)
Net change in Accounts receivable, stock - - (36) - (36)
Net Income - - - 387 387
BALANCE AT JULY 31, 2001 (restated) 1,534 2 4,415 1,894 6,311
Issuance of stock 36 - 108 - 108
Redemption of stock (26) - {77) - (77)
Net change in Accounts receivable, stock - - 101 - 101
Net Income - - - 1,109 1,109
BALANCE AT JULY 31, 2002 1,544 2 4,547 3,008 7,552
Issuance of stock 330 - 990 - 990
Redemption of stock (29) - (87) - (87)
Net change in Accounts receivable, stock - - (106) - (106)
Net Income - - - 3,214 3,214
BALANCE AT JULY 31, 2003 1,845 § 2 5344 $ 6217 $ 11,563

The accompanying notes are an integral part of these financial statements.
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PROFESSIONAL VETERINARY PRODUCTS, LTD. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended July 31, 2003, 2002 and 2001

(in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES
Net income
Adjustments to reconcile net income to net cash
from operating activities:
Depreciation and amortization
(Gain) loss on sale of property
Equity in loss (income) from affiliate
(Increase) decrease in:
Receivables
Inventory
Deferred tax asset
Other assets
Increase (decrease) in:
Accounts payable

Other current liabilities
Deferred tax liability

Total adjustments

Net cash provided (consumed) by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of property and equipment

Proceeds from sale of assets
Deposits on property and equipment

Net cash consumed by investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Net short-term borrowings
Bank overdraft
Proceeds from long-term debt
Payments on long-term debt
Proceeds from capital lease obligation

Payments reducing capital lease obligation
Net proceeds from issuance of common stock

Net cash provided (consumed) by financing activities

Net increase in cash
Cash at beginning of year

Cash at end of year

Supplemental disclosure of cash flow information:
interest paid

Income taxes paid

(Restated)
July 31, July 31, July 31,
2003 2002 2001
$ 3214 $ 1,109 3 387
1,105 619 563
(27) - 3
(92) 22 121
(7,158) (1,419) 2,362
(1,826) (14,649) 6,084
(118) (109) (37)
(696) 181 803
1,488 13,202 (4,751)
2,314 1,051 (416)
~{90) 212 137
(5,100) (890) 4,869
1,886) 219 5,256
(2,546) (1,839) (287)
41 - -
(15 - -
(2,520) (1,839) (287)
2,868 2,603 (3,923)
- - (399)
4,000 - -
(535) (449) (412)
343 - -
(45) - -
797 133 422
7,428 2,287 (4,312)
3,022 667 657
1,324 657 -
$ 4,346 $ 1,324 $ 657
$ 1,045 $ 859 $ 1,052
$ 876 $ 86 3 560

The accompanying notes are an integral part of these financial statements.

F-5




PROFESSIONAL VETERINARY PRODUCTS, LTD. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended July 31, 2003, 2002 and 2001 (Restated)
(in thousands, except per share data)

NOTE 1 — BUSINESS DESCRIPTION:

Professional Veterinary Products, Ltd. (the Company), a Nebraska corporation, is a
wholesale distributor of animal health related pharmaceuticals and other veterinary related items.
Founded in 1982 and headquartered in Omaha, Nebraska, the Company provides products and
other services primarily to its shareholders. Shareholders are limited to the ownership of one
share of stock and must be a licensed veterinarian or business entity comprised of licensed
veterinarians.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Basis of Consolidation — The consolidated financial statements include the accounts of
the Company and its wholly owned subsidiaries. The term “the Company” used herein means
Professional Veterinary Products, Ltd. and its subsidiaries unless otherwise indicated by the
context. All material intercompany accounts and transactions have been eliminated in
consolidation. Investments in companies in which the Company exercises significant influence,
but not control, are accounted for using the equity method of accounting. Investments in
companies in which the Company has less than a 20% ownership interest, and does not exercise
significant influence, are accounted for at cost.

Use of Estimates — The preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America, requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual amounts could
differ from those estimates.

Revenue Recognition — The Company derives its revenue primarily from the sale of
products, consignment sales and agency agreements. Revenues are recognized as product is
shipped and related services are performed in accordance with all applicable revenue recognition
criteria. For these transactions, the Company applies the provisions of SEC Staff Accounting
Bulletin No. 101, “Revenue Recognition.” The Company recognizes revenue when there is
persuasive evidence of an arrangement, title and risk of loss have passed, delivery has occurred
or the contractual obligations are met, the sales price is fixed or determinable and collection of
the related receivable is reasonably assured.

Cash and Cash Equivalents — The Company considers all highly liquid investments with
maturity of three months or less when purchased to be cash equivalents.

Accounts Receivable — The accounts receivable arise in the normal course of business
and are reduced by a valuation allowance that reflects management's best estimate of the
amounts that will not be collected. In addition to reviewing delinquent accounts receivable,
management considers many factors in estimating its general allowance, including historical data,
experience, credit worthiness and economic trends. From time to time, management may adjust
its assumptions for anticipated changes in any of those or other factors expected to affect
collectability. The allowance for doubtful accounts was $760 and $353 for 2003 and 2002,
respectively.

Inventory — Inventories consist substantially of finished goods held for resale and are

valued at the lower of cost or market, not in excess of net realizable value. Cost is determined
primarily by the weighted average cost method.
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PROFESSIONAL VETERINARY PRODUCTS, LTD. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended July 31, 2003, 2002 and 2001 (Restated)
(in thousands, except per share data)

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued):

Property, Equipment and Depreciation - Property and equipment are stated at cost.
Depreciation expense was $952, $604 and $536 for 2003, 2002 and 2001, respectively.
Depreciation has been calculated using primarily the straight-line method over the estimated
useful lives of the respective classes of assets as follows:

Building ..cccvvevieeicene e 40 years
Furniture, fixtures and equipment........... 7 years
Computer equipment ........cccccevviverieenne 5 years
SORWAIE ... 3 years

Leasehold improvements are amortized over the shorter of the remaining term of the lease
or the useful life of the improvement utilizing the straight-line method. - Major additions and
betterments that extend the useful lives of property and equipment are capitalized and
depreciated over their estimated useful lives. Expenditures for maintenance and repairs are
charged to expense as incurred. Property and equipment are reviewed annually for impairment
in accordance with SFAS No. 121.

Capitalized Leases — Property under capital leases is amortized over the lives of the
respective leases or the estimated useful lives of the assets.

Goodwill and Other Intangible Assets — Beginning August 1, 2002, all goodwill
amortization ceased in accordance with SFAS No. 142, “Goodwill and Other Intangible Assets.”
SFAS No. 142 required the Company to evaluate its existing intangible assets and goodwill that
were acquired in prior business purchase combinations, and to make any necessary
reclassifications in order to conform with the new criteria in SFAS No. 141 for recognition apart
from goodwill. The Company then had up to six months from the date of adoption to determine
the fair value of each reporting unit and compare it to the reporting unit's carrying amount. To the
extent a reporting unit’s carrying amount exceeds its fair value, an indication exists that the
reporting unit’s goodwill may be impaired and the Company must perform the second step of the
transitional impairment test. In the second step, the Company must compare the implied fair
value of the reporting unit's goodwill, determined by allocating the reporting unit's fair value to all of
its assets (recognized and unrecognized) and the liabilities in a manner similar to a purchase
price allocation in accordance with SFAS No. 141, to its carrying amount, both of which would be
measured as of the date of adoption. The Company's policy is to perform its annual impairment
testing for all reporting units as of the fourth quarter of each fiscal year. For further discussion of
the Company's adoption of SFAS No. 142, see Note 12 to the consolidated financial statements.

Other identifiable intangible assets consist of the Company trademark and loan origination
fees. Trademarks have an indefinite life and therefore are not amortized. The original trademark
subject to amortization was $5. Accumulated amortization was $1 for 2003 and 2002. Loan
origination fees constitute the Company’s identifiable intangible asset subject to amortization. The
original loan origination fee subject to amortization was $20. Accumulated amortization was $9 and
$7 for July 31, 2003 and 2002, respectively. Amortization of the loan origination fees is computed
on a straight-line basis over the term of the related note. Amortization expense of $2, for the years
ended July 31, 2003, 2002, and 2001, is included in interest expense on the Consolidated
Statements of Income. The estimated aggregate amortization expense for the five succeeding fiscal
years is $10.
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PROFESSIONAL VETERINARY PRODUCTS, LTD. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended July 31, 2003, 2002 and 2001 (Restated)
(in thousands, except per share data)

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued):

The following schedule reflects net income adjusted to exclude goodwill and other
intangible asset amortization and impairment charges for the years ended July 31,:

2003 2002 2001
Net income as reported $ 3214 $ 1,109 $ 387
Impairment charge 151 - -
Amortization, net of taxes - 79 20
Pro forma net income 3 3365 § 1,188 $ 407
Earnings per share as reported $ 1,854.47 $ 71714 $ 267.58
Impairment charge 87.21 - -
Amortization, net of taxes - 50.88 13.53

Pro forma net earnings per share $ 104168 $§ 768.02 $ 281.11

Long-Lived Assets — SFAS No. 144, “Accounting for the Impairment or Disposal of Long-
Lived assets,” requires the Company to review long-lived assets for impairment whenever events
or changes in circumstances indicate that the carrying amount of the assets may not be fully
recoverable or that the useful lives of these assets are no longer appropriate. Each impairment test
is based on a comparison of the estimated undiscounted cash flows to the recorded value of the
asset. No current impairment exists and none have been recognized.

Income Taxes —The Company provides for income taxes using the asset and liability
method under which deferred income taxes are recognized for the estimated future tax effects
attributable to temporary differences and carry-forwards that result from events that have been
recognized either in the financial statements or the income tax returns, but not both. The
measurement of current and deferred income tax liabilities and assets is based on provisions of
enacted laws. Valuation allowances are recognized if, based on the weight of available evidence,
it is more likely than not that some portion of the deferred tax assets will not be realized.

Advertising — The Company expenses advertising costs as incurred. Advertising expense
was $46, $32 and $30 for 2003, 2002 and 2001, respectively.

Direct Shipping and Handling Costs — Freight and other direct shipping costs are
included in “Cost of sales” on the Consolidated Statements of Income. Direct handling costs are
reflected in “Operating, general and administrative expenses.” Such costs represent direct
compensation costs of employees who pick, pack and otherwise prepare merchandise for
shipment to the Company’s customers.

Fair Value of Financial Instruments — The carrying amounts reported on the balance
sheets approximate the fair value for cash, accounts receivable, short-term borrowings and all
other variable rate debt (including borrowings under credit agreements). The carrying amounts
reported for long-term debt approximate fair value because the interest approximates current
market rates for financial instruments with similar maturities and terms.

Concentrations of Credit Risk — The Company’s cash funds are located in a single

financial institution in the United States. Deposits in these bank accounts may, at times, exceed
the $100,000 federally insured limit.
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PROFESSIONAL VETERINARY PRODUCTS, LTD. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended July 31, 2003, 2002 and 2001 (Restated)
(in thousands, except per share data)

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued):

Major Customer, Major Suppliers and Credit Concentrations— Other financial
instruments, which potentially subject the Company to concentrations of credit risk, are trade
accounts receivable and trade payables. One customer comprised a significant individual
receivable consisting of 14.4% of the Company’s receivables at July 31, 2003. There were no
significant individual receivables at July 31, 2002. One vendor comprised 24.7% of all purchases
for fiscal year 2003. Two vendors comprised 20.9% and 11.9% of all purchases for fiscal year
2002.

Earnings Per Share — Financial Accounting Standards Board Statement No. 128, Earnings
per Share ("SFAS No. 128”) promulgates accounting standards for the computation and manner of
presentation of the Company’s earnings per share data. Under SFAS No. 128 the Company is
required to present basic and diluted earnings per share. Basic earnings per share is computed by
dividing net income available to common stockholders by the weighted-average number of common
shares outstanding for the period. Diluted earnings per share reflect the potential dilution that could
occur if securities or other contracts to issue common stock were exercised or converted into
common stock. There are no securities that are convertible to common stock that would cause
further dilution. The weighted average number of common shares outstanding was 1,733, 1,546
and 1,447 for 2003, 2002 and 2001, respectively.

Recent Accounting Pronouncements — In June 2001, the Financial Accounting Standards
Board (FASB) issued Statement of Financial Standard (SFAS) No. 141, “Business Combinations,”
and SFAS No. 142, “Goodwill and Other Intangible Assets.” SFAS No. 141 applies to all business
combinations that the Company enters into after June 30, 2001, and eliminates the pooling-of-
interests method of accounting. SFAS No. 142 is effective for fiscal years beginning after
December 15, 2001. Under these statements, goodwill and intangible assets deemed to have
indefinite lives are no longer amortized but are subject to annual impairment tests in accordance
with the statements. Other intangible assets continue to be amortized over their useful lives. As
required by SFAS No. 142, the Company adopted this new accounting standard for fiscal year 2003
(see Note 12).

in June 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement
Obligations.” This statement addresses the accounting treatment for obligations associated with the
retirement of tangible long-lived assets and the associated asset retirement costs. The provisions
of the statement apply to legal cbligations associated with the retirement of long-lived assets that
result from the acquisition, construction, development, or normal operation of a long-lived asset.
The statement is effective for financial statements issued for fiscal years beginning after June 15,
2002. As required by SFAS No. 143, the Company adopted this new accounting standard for fiscal
year 2003. The adoption of this statement did not have a material effect on the Company’s
consolidated financial position or results or operations.

In October 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal
of Long-Lived Assets.” SFAS No. 144 supercedes SFAS No. 121, “Accounting for the impairment
of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of.” This statement establishes a
single accounting model for the impairment or disposal of long-lived assets. As required by SFAS
No. 144, the Company adopted this new accounting standard for fiscal year 2003. The adoption of
this statement had no effect on the Company’s consolidated financial position or results of
operations.

F-9




PROFESSIONAL VETERINARY PRODUCTS, LTD. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended July 31, 2003, 2002 and 2001 (Restated)
(in thousands, except per share data)

NOTE 2 —- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued):

In June 2002, the FASB issued SFAS No. 146, “Accounting for Costs Associated with Exit
and Disposal Activities.” This statement requires that a liability for a cost associated with an exit or
disposal activity be recognized when the liability is incurred. SFAS No. 146 also establishes that
fair value is the objective for initial measurement of the liability. The Company adopted this standard
for fiscal year 2003. The adoption of SFAS No. 146 did not have a material impact on the
Company’s consolidated financial position or results of operations.

In November 2002, the FASB issued Interpretation No. 45 (“FIN 457, “Guarantor’s
Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of
Indebtedness of Others”, which clarifies disclosure and recognition/measurement requirements
related to certain guarantees. The disclosure requirements are effective for financial statements
issued after December 15, 2002 and the recognition/measurement requirements are effective on a
prospective basis for guarantees issued or modified after December 31, 2002. The application of
the requirements of FIN 45 did not have a material effect on the Company’s consolidated financial
position or results of operations.

in December 2002, the FASB issued SFAS No. 148, “Accounting for Stock-Based
Compensation - Transition and Disclosure.” SFAS No. 148 amends SFAS No. 123, “Accounting for
Stock-Based Compensation,” to provide alternative methods of transition to SFAS No. 123's fair
value method of accounting for stock-based employee compensation. SFAS No. 148 also amends
the disclosure provisions in SFAS No. 123 and Accounting Principles Board Opinion No. 28,
“Interim Financial Reporting,” to require disclosure in the summary of significant accounting policies
of the effects of an entity’s accounting policy with respect to stock-based employee compensation
on reported net income and earnings per share in annual and interim financial statements. The
Company adopted the interim financial reporting for interim periods beginning after December 15,
2002. The adoption of SFAS No. 148 did not have a significant impact on the Company’s
consolidated financial position or results of operations.

In January 2003, the FASB issued FIN 46, “Consolidation of Variable Interest Entities,” (“FIN
467). Fin 46 requires certain variable interest entities to be consolidated by the primary beneficiary
of the entity if the equity investors in the entity do not have the characteristics of a controlling
financial interest or do not have sufficient equity at risk for the entity to finance its activities without
additional subordinated financial support from other parties. FIN 46 is effective immediately for all
new variable interest entities created or acquired after January 31, 2003. For variable interest
entities created or acquired prior to February 1, 2003, the provisions of FIN 46 must be applied for
the first interim or annual period beginning after June 15, 2003. The Company believes the
application of the requirements of FIN 46 will not have a material effect on the Company’s
consolidated financial position or results of operations.

In April 2003, the FASB issued SFAS No. 149, “Amendment of Statement 133 on Derivative
Instruments and Hedging Activities.” SFAS No. 149 amends SFAS No. 133, “Accounting for
Derivative Instruments and Hedging Activities,” to require more consistent reporting of contracts as
either derivatives or hybrid instruments. SFAS No. 149 is effective for contracts entered into or
modified after June 30, 2003. The Company believes the application of the requirements of SFAS
No. 149 will not have a material effect on the Company’s consolidated financial position or resuits of
operations.
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PROFESSIONAL VETERINARY PRODUCTS, LTD. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended July 31, 2003, 2002 and 2001 (Restated)
(in thousands, except per share data)

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued):

in May 2003, the FASB issued SFAS No. 150, “Accounting for Certain Financial Instruments
with Characteristics of both Liabilities and Equity.” SFAS No. 150 establishes standards for issuer
classification and measurement of certain financial instruments with characteristics of both liabilities
and equity. Instruments that fail within the scope of SFAS No. 150 must be classified as a liability.
Common stock of the Company owned by individual veterinarians will be classified as a liability
under this pronouncement. SFAS No. 150 is effective for financial instruments entered into or
modified after May 31, 2003, and otherwise is effective for the beginning of the first interim period
beginning after June 15, 2003, except for mandatory redeemable financial instruments of non-public
entities. Management believes the financial instruments entered into after May 31, 2003 are
immaterial and will adopt SFAS No. 150 in the first quarter of the fiscal year ending July 31, 2004.

The Company believes that the adoption of SFAS No. 150 will not have a material financial
impact on the Company’s consclidated results of operations. However, the adoption of SFAS No.
150 will have a material impact on the Company’s consolidated presentation of financial position.
The Company has not assembled the data necessary to determine the amount of stockholders’
equity that will be reclassified to long-term debt at October 31, 2003 (the first reporting period of
fiscal year ended July 31, 2004). The implementation of this pronouncement will decrease the
amount of stockholders’ equity, increase long-term debt, and decrease the number of shares used
to compute earnings per share. The Company anticipates that certain borrowing covenants with its
primary lender will be negatively affected. Discussions with the Company’s primary lender have
been initiated to determine if any changes will be necessary in the lender’s loan documents. At this
time there can be no assurance that the lender would consent to-such changes.

Reclassifications - Certain prior year amounts have been reclassified to conform to the July
31, 2003 presentation. Such reclassifications had no impact on resulis of operation or
shareholders’ equity.

NOTE 3 — REBATES:

At each fiscal year end, the Company nets rebates due to stockholders against accounts
receivable. Rebates are paid in the form of credits against future purchases, never in cash. The
Company offsets accounts receivable for overcharges on sales in excess of an agreed-to profit
margin as foliows:

2003 2002
Accounts receivable, net of allowance $33,132 $26,712
Less — rebates 6,281 7.020
Accounts receivable, net $26,851 $19,692

Net sales and other revenue reported on the Consolidated Statements of Income were
reduced by rebates as follows:

2003 2002 2001

Gross sales and other revenues $305,200 $246,942 $202,391

Less - rebates 6.281 7,020 4,868

Net sales and other revenue $298,919 $239,922 $197.523
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PROFESSIONAL VETERINARY PRODUCTS, LTD. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended July 31, 2003, 2002 and 2001 (Restated)
(in thousands, except per share data)

NOTE 4 - PROPERTY AND EQUIPMENT:

Major classes of property and equipment consist of the following:

2003 2002

Land $1,762 $954
Buildings 5,018 4,715
Leasehold improvements 188 167
Equipment 6,157 4,920
13,125 10,756

Less — accumulated depreciation 2827 2,037
$10.298 $8.719

NOTE 5 - INVESTMENT IN UNCONSOLIDATED AFFILIATES:

The Company purchased a 20% interest in SERVCO in June 2000 for $1,500. American
Animal Hospital Association (AAHA) owns the remaining 80%. The Company determined that it
has significant influence over SERVCO and accordingly should account for its 20% ownership
interest using the “equity method” of accounting for investments. The excess of purchase price
over undertying equity (which represents goodwill) is being tested for impairment in accordance with
applicable accounting standards. The amount of unamortized goodwill tested for impairment was
$1,350 at July 31, 2003 and 2002. No current impairment exists and none has been recognized.
The Company holds a 5% interest in Agri-Laboratories, Ltd., which is carried at cost. The amounts
presented on the balance sheet consisted of:

2003 2002
Investment in SERVCO (equity method) $1,439 $1,347
Investment in Agri-Laboratories, Ltd. (cost
method) 144 144
$1.583 $1.491

NOTE 6 - COMMON STOCK:

The Company is authorized to issue 30,000 shares of common stock with a par value of
$1.00. Issued and outstanding shares amounted to 1,845 at July 31, 2003 and 1,544 at July 31,
2002. Holders of common stock are entitled to a) one vote for each share held on matters
submitted to a vote of stockholders, b) a ratable share of dividends declared and c) in the event of
liquidation or dissolution, a return of their purchase price. Shareholders are not permitted to
dispose of their stock except by a sale back to the Company. The shareholder must give the
Company written notice of the proposed sale and the Company must redeem for cash the share of
stock within ninety days of receiving such notice, at the price the shareholder paid for the share.
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PROFESSIONAL VETERINARY PRODUCTS, LTD. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended July 31, 2003, 2002 and 2001 (Restated)
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NOTE 7 — INCOME TAXES:

Significant components of income tax expense are as follows:

2003 2002 2001

Current
Federal $1,855 $498 $198
State 127 38 9
1,982 536 207

Deferred

Federal (195) 96 96
State (13) 7 4
208 103 100
Total 1,774 $639 $307

A reconciliation of income tax expense computed using the U.S. federal statutory income tax
rate of 34% of income before income taxes to the actual provision for income taxes is as follows:

2003 2002 2001

Expected tax at U.S. statutory rate $1,696 $594 $236
State taxes, net of federal effect 83 25 6
Other, net (5) 20 65

$1.774  $639  $307

Deferred tax assets and liabilities reflect the future tax consequences of events that have
already been recognized in the consolidated financial statements or income tax returns. At July 31,
the deferred tax asset and liability consisted of the following:

2003 2002
Current deferred tax asset (liability):
Uniform capitalization $264 $146
Noncurrent deferred tax asset (liability):
Excess of tax over book depreciation (378) (343)
Amortization 46 0
Deferred compensation 79 0
Total noncurrent net deferred tax liability {253) (343)
Deferred tax asset (liability), net $11 ($197)




PROFESSIONAL VETERINARY PRODUCTS, LTD. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended July 31, 2003, 2002 and 2001 (Restated)
{in thousands, except per share data)

NOTE 8 ~ LONG-TERM DEBT:

At July 31, long-term debt is summarized as follows:

2003 2002
Note payable, maturing in 2005, secured by certain
assets, 9.10% interest $937 $1,030
Note payable, maturing in 2005, secured by certain
assets, 8.66% interest 487 778
Note payable, maturing in 2008, secured by certain
assets, 5.77% interest 3,955 -
Note payable, maturing in 2009, secured by certain
assets, 7.42% interest 3,658 3,764
Capital lease obligation, expiring in 2006, secured by
computer equipment, 4.58% interest 298 -
9,335 5,572
Less — current portion 1,363 496
$7.972 $5.076

The aggregate schedule of maturities of long-term debt abligations for the five years
subsequent to July 31, 2003 are as follows:

2004 $1,363
2005 2,000
2006 1,007
2007 994
2008 994
Thereatfter 2977

$9.335

At July 31, 2003, the Company had in place a revolving line of credit that provides for
borrowings up to $17,500. This agreement is scheduled to expire in December 2003. The short-
term borrowing amounts outstanding under this credit facility were $9,765 and $6,897 at July 31,
2003 and 2002, respectively. Interest is payable at 2.70% over the London interBank Offered Rate
(LIBOR). The weighted average interest rates of borrowings outstanding under the revolving credit
agreement were 4.12%, 5.00%, and 8.35% for the years ended July 31, 2003, 2002 and 2001,
respectively. The line of credit is secured by substantially ali of the Company’s assets.

Under these debt and credit agreements, the Company is required to maintain certain net
worth and leverage ratios. The Company was in compliance with all covenants under the borrowing
agreements at July 31, 2003 and 2002.




PROFESSIONAL VETERINARY PRODUCTS, LTD. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended July 31, 2003, 2002 and 2001 (Restated)
(in thousands, except per share data)

NOTE 9 - RELATED PARTY TRANSACTIONS:

In the normal course of business the Company sells to its affiliate, board of directors and key
employees under normal terms and conditions. Accounts receivable, related parties on the balance
sheet include amounts receivable on demand as of July 31 from the following:

2003 2002

Affiliate (SERVCO) $3,864 $2,683
Board of Directors 263 189
Officer and employees 6 3
$4.133 $2,875

Net sales on the Consolidated Statements of Income include sales to related parties as
foliows:

2003 2002 2001

Affiliate (SERVCO) $24,289 $14,433 $8,761
Board of Directors 2,959 3,292 2,857
Officer and employees 77 57 103
$27.325 $17,782 $11,721

Accounts payable to related parties, shown on the balance sheet, consist of $1,022 and
$1,680 due to Agri-Laboratories as of July 31, 2003 and 2002, respectively. Purchases from
Agri-Laboratories were $14,908, $14,890 and $10,518 for 2003, 2002 and 2001, respectively

NOTE 10 — PROFIT-SHARING AND 401(k) RETIREMENT PLAN:

The Company pravides a non-contributory profit-sharing plan covering all full-time employees
who qualify as to age and length of service. 1t has been the Company's policy to make
contributions to the plan as provided annually by the Board of Directors. The total provision for the
contribution to the plan was $439, $490 and $341 for 2003, 2002 and 2001, respectively.

The Company also provides a contributory 401(k) retirement plan covering all full-time
employees who qualify as to age and length of service. It is the Company's policy to match a
maximum allowable 100% employee contribution with a 3% contribution. The total provision to the
plan was $177, $94 and $142 for 2003, 2002 and 2001, respectively

On January 1, 2003, the Company adopted a Supplemental Executive Retirement Plan
(“SERP”). The SERP is a nonqualified defined benefit plan pursuant to which the Company will pay
supplemental pension benefits to certain key employees upon retirement based upon the
employees’ years of service and compensation. For the year ended July 31, 2003, benefits
accrued and expensed were $232. The vested benefit obligation and accumulated benefit
obligation were $1,248 and $1,566, respectively, at July 31, 2003. The plan is an unfunded
supplemental retirement plan and is not subject to the minimum funding requirements of the
Employee Retirement Income Security Act (ERISA). While the SERP is an unfunded plan, the
Company is informally funding the plan through life insurance contracts on the participants. The life
insurance contracts had cash surrender values of $220 at July 31, 2003.
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Years Ended July 31, 2003, 2002 and 2001 (Restated)
(in thousands, except per share data)

NOTE 10 — PROFIT-SHARING AND 401(k) RETIREMENT PLAN (continued):

The following set forth the change in benefit obligations, change in plan assets, funded

status and amounts recognized in the balance sheet as of July 31, 2003 for the Company’s
SERP:

Change in Benefit Obligation:

Projected benefit obligation - January 1, 2003 $ 1,837
Service cost 80
Interest cost 72
Actuarial loss 105
Benefit Payments 0

Projected benefit obligation - July 31, 2003 $2,094
Fair Value of Plan Assets - July 31, 2003 $0
Funded Status:
Funded status ($2,094)
Unrecognized actuarial loss 105
Unrecognized prior service cost 1.757
Net amount recognized ($232)
Balance Sheet Amounts:
Accrued retirement benefits ($1,566)
Intangible retirement asset 1334
Net amount recognized ($232)

Net periodic benefit costs for the Company’'s SERP for the year ended July 31, 2003
included the following components:

Service cost $80
Interest cost 72
Amortization of unrecognized prior service costs 80

Net periodic cost $232

The weighted average discount rate and rate of increase in compensation levels used to
compute the actuarial present value of projected benefit obligations were 6.25% and 4.00%,
respectively, at July 31, 2003. :
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PROFESSIONAL VETERINARY PRODUCTS, LTD. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended July 31, 2003, 2002 and 2001 (Restated)
(in thousands, except per share data)

NOTE 11 ~ COMMITMENTS AND CONTINGENT LIABILITIES:

Operating and Capital Leases — The Company has operating and capital leases covering
certain property, equipment, and computer hardware and software expiring at various dates
through 2008. Capitalized lease property consists of computer equipment having a net carrying
cost of $309 at July 31, 2003. Future minimum lease payments under operating and capital
leases that have initial or remaining noncancelable lease terms in excess of one year at July 31,
2003 are as follows:

Operating Capital

2004 $304 $123
2005 721 122
2006 565 72
2007 500 0
2008 4 0
Total minimum payments $2,594 317
Less - interest on capital leases 19
Present value of net minimum lease payments (incl. in Note 8) $298

Lease expense was $784, $477 and $399 for the years ended July 31, 2003, 2002 and
2001, respectively.

Stock Redemption — The Company is required by its Articles of Incorporation to
repurchase stock within 90 days of receiving written notice from the shareholder requesting
redemption of their stock. The redemption amount is the original purchase price of the stock paid
by the shareholder. The Company was contingently liable for $5.3 million as of July 31, 2008.

Other - The Company is subject to claims and other actions arising in the ordinary course
of business. Some of these claims and actions have resulted in lawsuits where the Company is a
defendant. Management believes that the ultimate obligations if any, which may result from
unfavorable outcomes of such lawsuits, will not have a material adverse effect on the financial
position, results of operations or cash flows of the Company and such obligations, if any, would
be adequately covered by insurance.

NOTE 12 - GOODWILL IMPAIRMENT:

On August 1, 2002, the Company adopted SFAS No. 142, SFAS No. 142 required the
Company to evaluate its existing intangible assets and goodwill that were acquired in prior
purchase business combinations, and to make any necessary reclassifications in order to
conform with the new criteria in SFAS No. 141 for recognition apart from goodwill. Accordingly,
the Company was required to reassess the useful lives and residual values of all identifiable
intangible assets acquired in purchase business combinations, and make any necessary
amortization period adjustments. In addition, to the extent an intangible asset is then determined
to have an indefinite useful life, the Company was required to test the intangible asset for
impairment in accordance with the provisions of SFAS No. 142,
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NOTE 12 - GOODWILL IMPAIRMENT (continued):

Under the provisions of SFAS No. 142, the Company was required to perform transitional
goodwill impairment tests as of August 1, 2002. To accomplish this, the Company identified its
reporting units and determined the carrying value of its one reporting unit by assigning the assets,
liabilities, existing goodwill and intangible assets to the reporting unit as of the date of adoption.
The Company then had up to six months from the date of adoption to determine the fair value of
its reporting unit and compare it to the reporting unit’s carrying amount. To the extent a reporting
unit's carrying amount exceeds its fair value, an indication exists that the reporting unit’'s goodwill
may be impaired and the Company must perform the second step of the transitional impairment
test. In the second step, the Company must compare the implied fair value of the reporting unit's
goodwill, determined by allocating the reporting unit’s fair value to all of its assets (recognized
and unrecognized) and liabilities in a manner similar to a purchase price allocation in accordance
with SFAS No. 141, to its carrying amount, both of which would be measured as of the date of
adoption. This second step was completed and indicated a 100% impairment of the goodwill
associated with the assets acquired by the Wholesale Distribution segment in connection with it's
acquisition of Am-V-Co. This resulted in a charge to earnings of $151 during the first quarter of
fiscal 2003. The changes in the carrying amount of goodwill and other intangible assets for the
year ended July 31, 2003, are as follows:

Direct
Wholesale  Logistics Customer :
Distribution  Services  Services Total

Balance as of August 1, 2002 $168 $0 $0 $168
Goodwill acquired during the year 0 0 0 0
Impairment loss (151) 0 0 (151)
Amortization of other intangible assets (2) [¢] Y] 2
Balance as of July 31, 2003 $15 $0 $0 $15

NOTE 13 - SEGMENT INFORMATION:

The Company has changed its reporting segments to reflect how the company now
manages its operations. The Company has three reportable segments: Wholesale Distribution,
Logistics Services, and Direct Customer Services. The Wholesale Distribution segment is a
wholesaler of pharmaceuticals and other veterinary related items. This segment distributes
products primarily to Company shareholders, who are licensed veterinarians or business entities
comprised of licensed veterinarians. The Logistics Services segment provides logistics and
distribution service operations for vendors of animal health products. The Logistic Services
segment serves its customers by consolidating, packaging and delivering animal health products
closer to the final destination, resulting in reduced freight costs and improved delivery performance.
The Direct Customer Services segment is as a supplier of animal health products to the producer or
consumer. Animal health products are shipped to locations closer to the final destination. The
segment’s trucking operations transport the products directly to the producer or consumer.

The accounting policies of the segments are the same as those described in the summary

of significant accounting policies as detailed in Note 2 to these consolidated financial statements.
The Company evaluates performance based on profit or loss from operations before income taxes.

F-18



PROFESSIONAL VETERINARY PRODUCTS, LTD. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended July 31, 2003, 2002 and 2001 (Restated)
(in thousands, except per share data)

NOTE 13 ~ SEGMENT INFORMATION (continued):

The Company’s reportable segments are strategic business units that serve different types
of customers in the animal health industry. The separate financial information of each segment is
presented consistent with the way results are regularly evaluated by the chief operating decision
maker in deciding how to allocate resources and in assessing performance. Previously, the
Company disclosed one reportable segment.

The following table summarizes the Company’s operations by business segment:

Direct
Wholesale Logistics Customer Consolidated
Distribution Services Services  _Eliminations Total
For the year ended
July 31, 2003
Net sales and other revenue $297007 $ 2076 $ 24,223 $ (24,387) $ 298,919
Cost of sales 269,582 1,955 20,842 (24,371) 268,008
Operating, general and
administrative expenses 22,245 1 3,488 - 25,734
Operating income 5,180 120 (108) (15) 5,177
Income before taxes 4,988 120 (105) (15) 4,988
For the year ended
July 31, 2002
Net sales and other revenue 239,778 2,578 954 (3,388) 239,922
Cost of sales 219,841 2,542 882 (3,414) 219,851
Operating, general and
administrative expenses 17,794 1 133 - 17,928
Operating income 2,143 35 (61) 26 2,143
Income before taxes 1,748 35 (61) 26 1,748
For the year ended
July 31, 2001
Net sales and other revenue 197,523 - - - 197,523
Cost of sales 181,660 - - - 181,660
Operating, general and
administrative expenses 14,543 - - - 14,543
Operating income 1,320 - - - 1,320
Income before taxes 694 - - - 694
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NOTE 14 —- RESTATEMENT OF FINANCIAL STATEMENTS:

Subsequent to the issuance of the Company’s 2001 consolidated financial statements and
the filing of its 2001 Annual Report on Form 10-K with the SEC, the Company’s management
determined that the accounting related to the equity method investment in SERVCO would
require restatement of the financial statements. The Company’s restatement reflects the change
of accounting for the investment in SERVCO from the cost method to the equity method. The
effect of the restatement on net income is shown in the table below:

2001

Net income as previously reported $508
impact of restatement for:

Equity in loss of affiliate (121)

Net income as restated $387

The principal effect of these items on the accompanying financial statements is set forth
below:

Consolidated Statements of Income

Previously

Reported As Restated
Equity in loss of affiliate $ - $ (121)
income before taxes 816 694
Net income 508 387
Net income per share $ 351.55 $ 267.58

NOTE 15 - SELECTED QUARTERLY FINANCIAL DATA:

The following presents certain unaudited quarterly financial data and certain audited year-
end financial data:

Quarters ended Year ended
October 31, January 31,  April 30, July 31, July 31,
2001 2002 2002 2002 2002
(restated) (restated)
Revenues $ 59153 $ 55483 $ 63,131 $ 62,155 $ 239,922
Gross profit 4,336 4,308 6,425 5,002 20,071
Operating income 738 418 1,643 (656) 2,143
Net income 342 110 1,111 (454) 1,109
Netincomepershare $§ 22240 $ 7043 §$ 71793 $(29383) § 717.14
Shares outstanding 1,536 1,557 1,548 1,544 1,546
Quarters ended Year ended
October 31, January 31,  April 30, July 31, July 31,
2002 2003 2003 2003 2003
Revenues $ 75236 $ 68025 $ 74624 $ 81,034 $ 298,919
Gross profit 6,723 8,107 8,887 7,194 30,911
Operating income 301 1,730 2,601 545 5,177
Net income 114 964 1,723 413 3,214
Net income per share § 69.66 $ 56045 $ 980.33 §$ 22766 $ 1,854.47
Shares outstanding 1,641 1,721 1,757 1,812 1,733
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